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SUMMARY  NOTES 


In  addressing  the  question  of  health  care  financing, 
it  is  important  to  bear  in  mind  several  key  facts. 


1.  There  are  an  estimated  3.8  million  certificates 
(units  of  coverage)  currently  in  Ontario.  Approximately 
2.6  million  of  these  pay  premiums  -  the  remainder  are 
exempted  from  premiums. 

2.  In  many  instances,  employers  pay  for  all  or 

part  of  their  employees'  OHIP  premiums  as  a  fringe  benefit 
of  employment.  Latest  estimates  indicate  almost  70  per 
cent  of  total  OHIP  premiums  are  paid  by  employers.  This 
means  premiums  are  to  a  large  extent  a  quasi-payroll  tax. 

3.  Employer  paid  premiums  are  deductible  for  corporate 
tax  purposes  and  taxable  progressively  under  the  personal 
income  tax  act  as  income. 

4.  Around  1.15  million  certificates  -  covering  about  1.8 
million  Ontarians  -  are  exempt  from  paying  premiums.  That 

means  better  than  one  in  five  Ontarians  face  no  direct 
charge  -  at  a  cost  of  about  $360  million  in  revenue  foregone. 

5.  Reduced  premiums  are  payable  by  those  with  low 
taxable  income  through  a  subsidy  system.  The  current 
system  provides  reductions  for  single  persons  with  up  to 
$4,000  taxable  income  and  for  families  with  up  to  $5,000  tax¬ 


able  income.  The  latter  means  relief  can  be  enjoyed  by  a 
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(ii) 


family  of  four  with  income  approaching  the  average  industrial 
wage . 

6.  In  1978-79,  it  is  estimated  that  $975  million 

will  be  received  in  premium  payments.  This  represents  about 
8  per  cent  of  budgetary  revenue.  Elimination  of  premiums  in 
favour  of  other  revenue  raising  measures  means  major  reform 
of  the  tax  system. 

7.  Such  major  reform  involves  significant  shifts  in 
tax  burden  between  individuals  and  families,  those  on  low 

and  high  incomes  and  between  people,  governments,  and  business. 
The  economic  effects  can  be  substantial. 

8.  Premiums  will  cover  about  30  per  cent  of  insured 
services  in  1978-79. 


Digitized  by  the  Internet  Archive 
in  2018  with  funding  from 
Ontario  Council  of  University  Libraries 
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FINANCING  HEALTH  INSURANCE  IN  ONTARIO 


INTRODUCTION 

On  January  1,  1959,  the  Government  of  Ontario,  in 
partnership  with  the  Government  of  Canada,  introduced 
a  universal  pre-paid  hospital  insurance  plan.  Six  years 
later,  the  Province  established  a  voluntary  medical  insur¬ 
ance  plan  to  cover  the  25  per  cent  of  the  population 
not  insured  through  private  plans.  This  mixed  system  of 
private  and  public  medical  insurance  was  subsequently 
replaced  by  a  universal  public  medicare  plan  on  October  1, 
1969,  following  a  prolonged  dispute  with  the  federal  govern¬ 
ment  over  the  national  medicare  legislation.'1'  In  April, 

1972,  the  hospital  insurance  system  (OHSC)  and  the  medicare 
system  (OHSIP)  were  amalgamated  into  a  comprehensive  health 
insurance  plan,  the  Ontario  Health  Insurance  Plan  (OHIP) . 

SOURCES  OF  HEALTH  FINANCING 

The  financing  of  health  care  in  Ontario  has  tradition¬ 
ally  been  from  three  sources  -  health  premiums,  federal 
government  payments  and  general  revenue. 

1.  OHIP  Premiums:  A  direct  charge  for  health 
care  has  been  levied  with  regard  to  each  health  care 
program  run  by  the  Government  of  Ontario,  beginning 
with  the  inception  of  hospitalization  in  1959.  Under 
this  premium  concept,  a  person  must  pay  a  basic  amount 
in  order  to  qualify  himself,  and  his  family,  for 
coverage  by  Government  of  medical,  hospital  and  certain 

1  This  example  of  federal  financial  leverage  on  a  Province 
has  been  extensively  documented.  See  Hen.  W.  Darcy 
McKeough,  "Ontario's  Experience  Under  Cost-Sharing", 
Supplementary  Actions  to  the  1975  Ontario  Budget, (Toronto: 
Ministry  of  Treasury,  Economics  and  Intergovernmental 
Affairs,  July  1975). 
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other  defined  health  expenses.  The  following 
table  illustrates  the  various  premiums  and  their 
levels  over  the  course  of  Government  participation . 


Premium  History 

Single 


1959  -  1964 

($) 

Hospitalization 

25.20 

Medical  Services 

— 

1964  -  1966 

Hospitalization 

39.00 

Medical  Services 

— 

1966  -  1968 

Hospitalization 

39.00 

Medical  Services 

60.00 

1968  -  1972 

Hospitalization 

66.00 

Medical  Services 

70.80 

1972  -  1976 

Hospitalization  1 

132.00 

Medical  Services^/ 

1976  -  1978 

Hospitalization  1 

192.00 

Medical  ServicesJ 

1978  - 

Hospitalization 

228.00 

Medical  Services/ 

Couple 

($) 

50.40 

78.00 

78.00 

120.00 

132.00 

141.60 

264.00 

384.00 

456.00 


TABLE  1 

Family 

($) 

50.40 

78.00 

78.00 

150.00 

132.00 

177.00 

264.00 

384.00 

456.00 
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2.  Federal  Contributions:  Part  of  the  original 
agreement  for  the  public  provision  of  both  hospital¬ 
ization  and  medical  care  was  that  the  federal  govern¬ 
ment  would  underwrite  a  portion  of  costs.  This 

was  accomplished  by  means  of  a  cost  sharing  formula 

whereby  the  Provinces  received  cash  payments  based 

upon  amount  spent.  For  Ontario,  the  federal  transfers 

amounted  to  about  45  per  cent  of  expenditures  on  insured 

services.  Starting  April  1,  1977,  these  shared  cost 

payments  were  abandoned,  and  the  Province  compensated 

through  an  increased  share  of  the  personal  income  tax 

2 

and  a  cash  grant  tied  to  GNP. 

3.  General  Revenue:  At  the  inception  of  public 
medicare,  it  was  anticipated  that  the  Province  would 
contribute  a  share  of  the  required  financing.  This 
share  has  varied  considerably  over  the  years,  but  grew 
considerably  throughout  the  early  1970s  in  response 

to  strong  growth  in  health  costs  and  Government  policy 
to  hold  the  line  on  premiums.  Premium  increases  in 
recent  years  have  reduced  somewhat  this  pressure  on 
general  revenue,  but  a  sizable  chunk  of  the  consolidated 
revenue  fund  still  is  swallowed  up  by  OHIP  expenditures. 

Table  2  illustrates  the  financing  history  of  the  plan  since 
1959-60. 


A  complete  description  and  analysis  of  the  new  arrangements 
can  be  found  in,  Hon.  W.D.  McKeough,  "Federal-Provincial 
Fiscal  Reforms",  1977  Ontario  Budget  (Toronto:  Ministry  of 
Treasury,  Economics  and  Intergovernmental  Affairs,  1977). 
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Sources  of  Financing  of  Insured  Services  TABLE  2 


Premiums 


1959-60 

75 

1960-61 

87 

1961-62 

90 

1962-63 

92 

1963-64 

98 

1964-65 

120 

1965-66 

154 

1966-67 

169 

1967-68 

197 

1968-69 

274 

1969-70 

478 

1970-71 

619 

1971-72 

580 

1972-73 

520 

1973-74 

530 

1874-75 

548 

1975-76 

573 

1976-77 

799 

1977-78 

830 

1978-79 

975 

Federal  General 

Contributions  Revenue 


76 

19 

90 

23 

104 

34 

119 

46 

137 

52 

154 

47 

173 

36 

203 

73 

244 

118 

292 

126 

395 

41 

539 

74 

625 

184 

746 

340 

777 

397 

927 

644 

1,137 

767 

1,387 

649 

37* 

2,198 

39* 

2,275 

Source:  OHSC  annual  reports.  Public  Accounts;  Ministry  of  Health. 


Notes:  1.  1959-60  to" 1965-66  represents  OHSC  only, 

1966-67  to  1968-69  includes  OHSC  and  OMSIP,  and 
1969-70  to  1972-72  includes  OHSC  and  OHSIP. 

2.  OHSC  figures  (1959-60  to  1971-72)  are  calendar  year 
converted  to  fiscal  year 

3.  General  Revenues  column  represents  remainder  to 
cover  off  expenditure  on  hospitals,  doctors,  ambul¬ 
ances,  home  care  and  extended  care  health  insur¬ 
ance,  where  applicable. 


Federal  cost  sharing  replaced  by  new  arrange¬ 
ments.  Totals  shown  represent  winding  down 
of  cost  sharing  under  HIDSA.  Calculated  on 
base  1975-76  proportions  for  cost  sharing  under 
MCA,  HIDSA  and  Post-Secondary  Education,  the 
new  cash  and  tax  point  transfer  mean  (excluding 
Revenue  Guarantee)  $1,087M  for  Hospitals  and 
$386M  for  medicare  in  1977-78,  and  $1,245M  for 
hospitals  and  $442M  for  medicare,  1978-79 (estimated) . 
These  amounts  shown  under  general  revenue. 
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Percentage  Distribution  of  Financing  of  TABLE  3 

Insured  Services 


Premiums 

Federal , 
Contributions 

General 

Revenue 

1959-60 

44.1 

44.7 

11.2 

1960-61 

43.5 

45.0 

11.5 

1961-62 

39.5 

45.6 

14.9 

1962-63 

35.8 

46.3 

17.9 

1963-64 

34.2 

47.7 

18.1 

1964-65 

37.4 

48.0 

14.6 

1965-66 

42.4 

47.7 

9.9 

1966-67 

38.0 

45.6 

16.4 

1967-68 

35.2 

43.7 

21.1 

1968-69 

39.6 

42.2 

18.2 

1969-70 

52.3 

43.2 

4.5 

1970-71 

50.2 

43.8 

6.0 

1971-72 

41.8 

45.0 

13.2 

1972-73 

32.4 

46.5 

21.2 

1973-74 

31.1 

45.6 

23.3 

1974-75 

25.9 

43.8 

30.4 

1975-76 

23.1 

45.9 

31.0 

1976-77 

28.1 

48.9 

22.9 

1977-78 

27.1 

1.2 

71.7 

1978-79 

29.6 

1.2 

69.2 

Notes:  1. 

1959-60  to 

1965- 

66  represents  OHSC  only, 

1966-67  to 

1968- 

69  includes  OHSC  and  OMSIP 

1969-70  to 

1972- 

73  includes  OHSC  and  OHSIP 

2.  OHSC  figures  (1959-60  to  1971-72)  are  calendar  year 
converted  to  fiscal  year. 

3.  General  Revenues  column  represents  remainder  to 
cover  off  expenditure  on  hospitals,  doctors, 
ambulances,  home  care  and  extended  care  health 
insurance,  where  applicable. 


HEALTH  PREMIUMS  IN  ONTARIO 

OHIP  premium  revenue  exhibits  very  little  automatic 
growth  over  time.  Health  expenditures  have  shown  hist¬ 
orically  high  growth  throughout  the  1970's.  Two  large 
increases  in  premiums  have  been  instituted  in  recent  years 
to  provide  a  more  appropriate  balance  to  the  financing  of 
health  care  in  Ontario.  In  spite  of  these  increases, 
premiums  cover  less  than  one-third  of  costs.  Nevertheless, 
the  level  of  premiums  has  caused  considerable  controversy 
as  to  whether  they  are  a  viable  financing  tool.  In  order 
to  assess  this  issue,  it  is  vital  that  premium  financing 
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be  reviewed  to  ensure  that  the  nature  and  impact  of 
premiums  is  fully  understood. 

Why  OHIP  Premiums? 

The  provision  of  public  health  care  emerged  from  an 
environment  of  private  insurance  plans,  and  consequently 
it  is  not  surprising  that  the  public  plan  took  on  many  char¬ 
acteristics  of  private  insurance.  Health  coverage  continued 

to  be  perceived  as  an  insurance  function;  but  it  was 
publicly  provided  to  ensure  that  a  universal,  high  level 
of  care  was  available,  and  that  no  one  was  denied  access 
to  this  care  because  of  risk  considerations  or  ability-to- 
pay.  Private  coverage  could  simply  not  meet  these  criteria 
for  all  residents. 

Concurrent  with  this  approach,  premium  financing  was 
maintained.  Premiums  emphasize  the  risk  element  by  levying 
a  direct  charge  on  all  users.  However,  the  concerns  which 
prompted  government  participation  also  dictated  modification 
of  the  premium  concept  and  the  level  of  premiums  which 
would  be  acceptable.  All  persons  are  charged  the  same 
premiums,  thereby  removing  the  possibility  that  someone 
would  be  denied  access  to  coverage  because  of  their  state 
of  health.  At  the  same  time,  premiums  were  kept  consider¬ 
ably  lower  than  required  to  finance  total  plan  expenditures. 
Partly  this  reflected  the  fact  that  almost  half  of  expend¬ 
itures  were  covered  by  federal  contributions,  but  importantly 
it  also  recognized  a  concern  that  premiums  be  kept  afford¬ 
able  for  all.  It  was  necessary  that  certain  people  have  their 
premiums  paid  by  Government  because  they  simply  cannot  afford 


. 
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to  pay  themselves.  Others  are  partly  subsidized  by  Government 
in  recognition  of  low  income.  Increases  in  premiums  in  recent 
years  have  been  accompanied  by  enrichments  of  the  subsidy 
structure  to  minimize  the  burden  of  these  increases  on  lower 
income  individuals.  Table  4  provides  one  measure  of  the 
affordability  of  Ontario's  health  insurance  premiums. 

OHIP  Premiums  as  a  Proportion  of  Average 

Industrial  Wage _ TABLE  4 


Annual  Family 
Premium 

Average  Industrial 
Wage 

Premium  as 
Average  In 

($) 

($) 

(%) 

1966 

228.00 

5,167 

4.4 

1967 

228.00 

5,505 

4.1 

1968 

309.00 

5,904 

5.2 

1969 

309.00 

6,321 

4.9 

1970 

309.00 

6,839 

4.5 

1971 

309.00 

7,438 

4.2 

1972 

264.00 

8,056 

3.3 

1973 

264.00 

8,612 

3.1 

1974 

264.00 

9,434 

2.8 

1975 

264.00 

10,653 

2.5 

1976 

384.00 

11,893 

3.2 

1977 

384.00 

12,972 

3.0 

1978 

456.00 

13,452  E 

3.4 

The  levying  of  OHIP  premiums  also  has  important 
visibility  implications.  A  direct  and  separate  charge 
clearly  signals  cost  pressures  and  reminds  the  public  that 
health  care  is  not  "free".  This  is  not  to  say  a  strong  link  is 
created  between  premium  levels  and  individual  consumption 
of  services.  The  nature  of  health  care  and  the  fact  that 
experience  rating  has  been  foregone  preclude  this. 

However,  it  is  certainly  reasonable  to  assume  that  premium 
increases  serve  as  an  indicator  to  people  that  health 
costs  increase,  and  if  the  increases  are  not  slowed,  more 
and  more  financing  is  necessary  to  cover  expenditures.  It 
might  be  noted  that  in  the  1978  Alberta  Budget,  the  Minister 
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of  Finance  for  that  province  stated  "premiums  should 
reflect  in  a  reasonable  way,  the  level  and  growth  of 
basic  health  care  costs". 


Profile  of  Premiums 


As  of  May  1,  1978,  the  OHIP  premium  structure  is  as 
follows : 


Premiums 


Single  person 


Family 
Premium  Assistance 

Single  person  $  0 

2.500 
3,000 

3.500 


$ 19/mo 
$3 8/mo 


$228/yr 

$456/yr 


Family 


$  0 
3,000 
4,000 
4,500 


2.500  taxable  income 
3,000  taxable  income 

3.500  taxable  income 
4,000  taxable  income 

3,000  taxable  income 
4,000  taxable  income 

4.500  taxable  income 
5,000  taxable  income 


no  premium 
25%  premium 
50%  premium 
75%  premium 

no  premium 
25%  premium 
50%  premium 
75%  premium 


This  structure  is  expected  to  yield  $975  million  in 
revenue  in  1978-79,  based  on  May  1st  implementation. 

A  comprehensive  outline  of  premiums  and  their  performance 
since  1970  can  be  found  in  the  1976  Ontario  Budget. 3 

To  highlight  the  relative  performance  of  premiums, 

Table  5  compares  per  capita  premiums  as  a  per  cent  of  per 
capita  expenditures  since  the  inception  of  OHIP  in  1972-73. 


Perspective  can  be  gained  from  a  comparison  of  per 
capita  premiums  to  other  leading  indicators.  Table  6  shows 
premiums  have  increased  less  than  per  capita  income  since 
1972,  but  slightly  faster  than  the  consumer  price  index. 


3  See,  Hon.  W.D.  McKeough,  "The  Financing  of  Health  Care  in 
Ontario",  1976  Ontario  Budget  (Toronto:  Ministry  of 
Treasury,  Economics  and  Intergovernmental  Affairs,  1976). 


. 
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Insured  Health  Service 


TABLE  5 


Per  Capita  Expenditure  and  Per  Capita 

Premiums 


Year 

Per  Capita 
Expenditure 

Per  Capita 
Premium 

Premium  as 
a  Per  Cent 
of 

Expenditure 

($) 

($) 

(%) 

1972-73 

205 

66 

32 

1973-74 

214 

67 

31 

1974-75 

261 

68 

26 

1975-76 

300 

70 

23 

1976-77 

340 

96 

28 

1977-78 

363 

98 

27 

1978-79E 

384 

114 

30 

Source : 

Ministry  of  Health, 

Treasury  estimates 

• 

Per  Capita  Premium,  Per  Capita  TABLE  6 


Income,  and  the 

Consumer  Price 

Index 

Year 

Per  Capita 
Premium 

Per  Capita 
Personal 
Income  1 

Consumer  Price 
Index,  Toronto 
1970  =  100 

1972-73 

66 

4,451 

104.1 

1973-74 

67 

5,024 

111.3 

1974-75 

68 

5,825 

123.0 

1975-76 

70 

6,563 

136.1 

1976-77 

96 

7,367 

146.0 

1977-78 

98 

8,181 

157.3 

1978-79E 

114 

8,882 

168. 82 

Change  over 

8  years 

74% 

99% 

62% 

^  Personal  Income  and  CPI  on  a  calendar  year  basis  and 
population  on  a  fiscal  year  basis  (Stat.Can.  13-201). 


As  at  May,  1978. 


Who  Pays  Premiums/Where  Does  the  Burden  Fall? 

Although  premiums  are  levied  on  individuals,  the 
presence  of  sizable  employer  contributions  on  behalf  of 
employees  means  the  financing  of  premiums  is  shared  by 
individuals,  the  corporate  sector  and  the  Government. 
Latest  estimates  indicate  that  employers  pay  about  70  per 


. 
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cent  of  total  premiums  -  $675  million  for  1978-79. 
Deductibility  of  these  payments  for  income  tax  purposes 
saves  employers  an  estimated  $250  million  in  corporate 
income  tax.  On  a  net  basis,  therefore,  the  corporate  cost 
is  reduced.  Similarity,  individuals  are  taxable  in  a 
progressive  fashion  on  employer-paid  OHIP  premiums,  and 
for  1978-79  are  expected  to  contribute  over  $200  million 
in  increased  income  taxes  in  addition  to  $300  million  in 
direct  payments.  The  implicit  burden  on  individuals  for 
1978-79  is  estimated  at  $500  million  -  about  52  per  cent 
of  premium  revenue.  The  remainder  is  effectively 
contributed  by  government  through  a  reduction  in  corporate 


tax  revenue  which  exceeds  the  increase 

in  income 

tax 

revenue. ^  These  shares  are  documented 

in  Table 

7. 

Sources  of  OHIP  Premiums,  1978-79 

TABLE  7 

Group  Subscribers 

$ 

795 

million 

.  Employees 

( 

120 

million) 

.  Employers  (Corp.  and  Gov't) 

( 

675 

million) 

Pay  Direct  Subscribers 

165 

million) 

Partially  Assisted  Subscribers 

15 

million 

Gross  Premium  Collections 

975 

million 

Tax  Feedbacks 

Personal  Income  Tax  Increase 

.  Federal  (20.5%) 

$ 

138 

million 

.  Provincial  (9.5%) 

64 

million 

TOTAL 

202 

million 

Corporations  Income  Tax  Savings 

.  Federal  (27%) 

$ 

182 

million 

.  Provincial  (10%) 

$ 

68 

million 

TOTAL 

$ 

250 

million 

Final  Distribution  of  Premium  Burden 

.  Employers 

$ 

425 

million 

.  Individuals 

502 

million 

.  Federal  Government 

44 

million 

.  Ontario  Government 

4 

million 

TOTAL 

$ 

975 

million 

4  Estimates  indicate  Government  loses  about  $50  million 
more  due  to  the  deductibility  for  corporation  tax  purposes 
than  is  gained  through  PIT  taxability.  The  bulk  of  this 

loss  is  experienced  by  the  federal  government. 
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The  impact  on  individuals  varies  from  $0  to  $456 
depending  on  family  status  and  employer  support.  The 
higher  the  level  of  employer  support,  the  lower  will  be 
the  burden  on  the  individual.  The  taxability  of  employer 
paid  premiums  introduces  an  element  of  progressivity 
into  the  system  -  for  those  with  employer  support,  the 
net  burden  of  OHIP  premiums  increases  with  income. 


Net  OHIP 

Burden,  1978 

TABLE  8 

Income 

Full-Pay 

50%  Employer 
Paid 

100%  Employe 
Paid 

($) 

($) 

($) 

($) 

Single 

5,000 

0 

0 

0 

6,000 

114 

114 

59 

8,000 

228 

145 

62 

10,000 

228 

145 

62 

12,000 

228 

148 

69 

15,000 

228 

152 

76 

20,000 

228 

160 

92 

30,000 

228 

167 

105 

Family  of  Four, 

One  Income  Earner 

9,000 

0 

0 

0 

10,000 

114 

114 

114 

12,000 

456 

290 

125 

15,000 

456 

297 

138 

20,000 

456 

310 

164 

30,000 

456 

333 

210 

* 
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Some  indication  of  the  distribution  of  burdens  in  Ontario, 
although  somewhat  simplistic,  can  be  gained.  An  estimated 
1.15  million  certificate  holders  (or  unit?)  are  exempt  from 
premiums.  A  further  1.4  million  enjoy  full  employer  coverage. 
About  450,000  certificate  holders  pay  from  0  to  50  per  cent  of 
the  premium,  and  another  300,000  pay  between  51  and  100  per 
cent  of  the  premium.  There  are  about  500,000  pay  direct' 
certificate  holders  who  pay  the  full  cost  of  OHIP  themselves. 


Where  Does  the  Burden  Fall? 


TABLE  9 


OHIP  Premium  Paid  Directly 


No.  of  Certificates 


Exempt 

Full  Employer  Coverage 

0  -  50%  Premium  (Includes  those 
on  3/4  and  1/2  government 
assistance) 

51  -  100%  premium  (Includes  those 

on  1/4  government  assistance) 

Pay  Direct 

TOTAL 


1,150,000 

1,400,000 

450,000 

300,000 

500,000 

3,800,000 


Source:  Ontario  Treasury  Estimates. 


THE  FUTURE  OF  PREMIUMS 

Opponents  of  OHIP  premiums  object  to  the  fact  that, 
as  income  grows,  premiums  represent  a  smaller  portion  of 
that  income.  The  previous  analysis  indicates  that,  for 
the  majority  of  Ontarians,  premiums  are  progressive  -  due  to 
the  extent  of  government  subsidization  and  employer  partici¬ 
pation.  At  the  same  time,  it  is  recognized  that  due  to 
differing  degrees  of  employer  participation,  people  in  ident¬ 
ical  circumstances  can  pay  different  amounts. 
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But  these  are  not  the  key  issues.  A  fundamental  concern 
has  to  be  whether  or  not  the  provision  of  health  care  should 
have  an  insurance  basis  in  recognition  that  risks  are  shared. 
If  this  is  the  case,  then  premiums  should'  be  maintained  as  a 
fundamental  expression  of  the  risk  element  inherent  in 
providing  such  coverage.  The  Ontario  Committee  on  Taxation 
reviewed  this  issue  over  a  decade  ago.  It  concluded  at  that 
time  that  premiums  should  be  maintained.  (See  Appendix  1). 

The  question  of  progressivi ty  is  secondary  -  one  of 
several  questions  concerning  the  premium  structure  to  be 
reviewed.  The  first  and  basic  question  is  whether  there  is 
a  level  of  premiums  more  appropriate  than  the  current  one. 

Two  criteria  in  particular  influence  the  determination  of  the 
appropriate  level  of  premiums.  The  amount  of  premium  revenue 
relative  to  costs  should  be  viewed  to  see  what  portion  of 
costs  can  fairly  be  covered  by  premiums.  As  well,  the  degree 
of  progressivi ty  in  the  financing  of  health  care  needs  to  be 
assessed.  If  more  progressivi ty  is  desired,  this  can  be 
achieved  directly  by  reducing  premiums  and  increasing  more 
progressive  revenue  sources.  Other  questions  include: 

.  How  to  relate  premiums  to  cost  growth? 

.  How  to  provide  continued  relief  for  those  least  able 
to  pay? 

.  Should  employer  participation,  with  its  attendant 
benefits  in  terms  of  vertical  equity  and  drawbacks  in 
terms  of  horizontal  equity,  be  allowed  to  continue? 

The  question  of  the  efficacy  of  premiums  has  been  under 
regular  review  by  Ontario  Treasury  since  the  time  of  the 


■ 
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medicare  debate.  The  sheer  size  of  OHIP  premiums  means  that 
eliminating  them  constitutes  a  major  change  of  the  tax 
structure.  The  large  increases  required  in  other  tax  sources 
would  have  significant  distributional  effects,  and  impact  on 
economic  incentives  and  growth.  Any  changes  must  be  weighed 
in  light  of  our  competitive  position.  It  is  also  important 
to  recognize  that  major  reform  of  the  personal  and  corporate 
income  taxes  was  undertaken  in  the  early  1970's.  This  has  had 
substantial  impact  on  both  the  economy  and  the  tax  system  and, 

in  1978,  the  system  is  still  digesting  this  reform  and  sub¬ 
sequent  changes.  Revenue  yields  under  the  income  tax  are 
down  considerably,  and  the  growth  potential  has  been  reduced. 
The  readiness  of  the  system  to  accept  further  large  changes 

5 

needs  to  be  considered.  As  well,  premiums  add  balance,  flex¬ 
ibility  and  simplicity  to  the  tax  structure,  principles 
expounded  by  the  Ontario  Committee  on  Taxation  as  essential 

r 

to  a  fair  and  efficient  tax  system?  Abandoning  premiums 
would  place  much  more  emphasis  on  the  remaining  major  sources 
of  revenue,  reducing  balance  and  flexibility,  and  quite 
possibly  complicating  .  the  tax  system.  In  the  past,  these 
concerns  precluded  any  previous  steps  towards  abandoning 
premiums . 


J  The  Ontario  Treasury  has  published  several  staff  studies, 
on  the  impact  of  tax  reform.  In  particular,  see  Analysis 
of  the  Federal  Tax  Reform  Proposals"  Ontario  Tax  Studies  1, 
and  "The  Equity  and  Revenue  Effects  in  Ontario  of  Personal 
Income  Income  Tax  Reform,  1972-75"  Ontario  Tax  Studies  13. 

See,  The  Report  of  the  Ontario  Committee  on  Taxation 
Volume  1,  Chapter  1. 


6 
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In  1978-79,  close  to  $1  billion  will  be  collected 
from  OHIP  premiums.  Because  of  the  amount  of  revenue 
involved  and  the  wide  dispersion  of  premiums,  the  alternative 
revenue  sources  are  realistically  limited  to  personal 
income  tax,  corporate  income  tax  and  a  new  general 
payroll  tax.  A  summary  of  the  implications  of  such 
major  reforms  is  outlined  below. 

REFINANCING  HEALTH  CARE 
PERSONAL  INCOME  TAX  (PIT) 


.  PIT  will  yield  an  estimated  $3,186  million,  or  $72.4 
million  per  point, 

.  to  generate  an  additional  $975  million  through  PIT 
in  1978-79,  the  PIT  rate  would  have  to  increase  to 
57.5  per  cent  from  the  current  44  per  cent. 


Cross 

-Canada 

Comparison  of 

PIT  Rates 

TABLE  10 

Nf  Id . 

P.E.  I 

.  N.S. 

N.B. 

QUE.  SASK. 

MAN. 

ALTA. 

B.C. 

ONT. 

58.0 

50.0 

52.5 

54.7 

55.5*  53.0 

54.0 

38.5 

46.0 

44.0 

*  estimated 


- 


. 
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Major  Shifts  in  Tax  Burden 

.  most  notably,  a  family  where  both  spouses  work  face  a 
double  impact,  since  both  incomes  are  subject  to  the 
increased  rate  of  tax.  In  effect,  this  would  constitute  a 
new  tax  on  most  working  women. 

.  higher  income  people  pay  considerably  more  in  respect  of 
health  care. 

.  those  individuals  who  have  employer  subsidization  face 
greater  increases  in  payments  towards  health  care  than  pay 
direct  subscribers.  Further,  the  greater  the  subsidization, 
the  greater  the  increase. 

.  for  any  given  gross  income,  single  taxpayers  face  larger 
increases  than  taxpayers  with  dependents. 


Impact  on  a  Taxpaye 

r  in  1978 

TABLE  11 

Taxable  Ont. 

Income  at 

Tax  Payable 
44%  Rate 

Ont . 
at 

Tax  Payable 
57.5%  Rate 

Difference 

3,000 

184 

240 

56 

5,000 

345 

450 

105 

10,000 

784 

1,024 

240 

15,000 

1,295 

1,693 

398 

20,000 

1,889 

2,468 

579 

30,000 

3,274 

4,278 

1,004 

40,000 

4,743 

6,198 

1,455 

50,000 

6,327 

8,268 

1,941 

60,000 

7,920 

10,350 

2,430 

. 


/ 


17 


Shifting  Implications  for  a  Single  Person 


TABLE  12 


Taxable 

Income 

OHIP 
Premium 
(pay  direct) 

OHIP 
Premium 
(Employer 
Paid) ** 

Increas 

Income 

57. 

($) 

($) 

($) 

($) 

2,500 

0* 

0* 

45 

3,000 

57* 

56 

56 

4,000 

171* 

59 

81 

5,000 

228 

62 

105 

10,000 

228 

69 

240 

15,000 

228 

82 

398 

20,000 

228 

92 

579 

25,000 

228 

105 

788 

30,000 

228 

105 

1,004 

40,000 

228 

118 

1,455 

50,000 

228 

118 

1,941 

in  receipt  of  government  assistance. 


**  column  shows  federal  and  provincial  personal  income  tax 
payable  on  employer  benefit. 


As  Table  12  shows,  the  impact  of  replacing  OHIP 
premiums  by  income  tax  is  affected  by  government  subsidies 
and  the  degree  of  employer  participation.  Lowest  income 
single  individuals  pay  more,  since  they  are  exempt  from 
premiums  but  would  pay  the  income  tax  increase.  The  single 
individual  with  full  employer  participation  is  essentially 
better  off  under  the  current  system.  The  single  individual 
paying  directly  would  be  worse  off  above  $10,000  taxable 
income  -  approximately  that  applicable  to  an  average  industrial 
worker.  Analysis  for  married  filers  shows  a  similar  result, 
although  there  is  more  variance  and  more  lower  income  families 
tend  to  be  better  off.  Nevertheless,  there  are  negative 
impacts  for  low  income  persons  associated  with  a  shift  to 


the  PIT. 


CORPORATION  INCOME  TAX  (CIT) 


.  for  1978-79,  CIT  at  13%/10%  is  estimated  to  yield  $968 
million,  or  $74.5  million  per  point, 

.  to  raise  $975  million  more  from  corporations  income  tax 
requires  an  increase  in  the  rate  to  26%. 

Cross-Canada  Comparison  of  CIT  Rates  TABLE  13 

Nfld.  P.E.I.  N.S.  N.B.  QUE.  MAN.  SASK .  ALTA.  B.C.  ONT. 

14/10  10  12  12/9  12  15/11  14/11  11  15/12  13/10 

Impact  on  a  Firm,  a  Large  Manufacturing  Company  TABLE  1 4 
Replace  OHIP  premiums  with  a  CIT  increase  of  13  points. 


Current  Position 

Taxable  Income  $12 5m. 

CIT  payable  .  federal  @  30%  =  37.5m. 

.  Ontario  @  13%  =  16.35m. 

Total  53.75m. 

Plus  OHIP* *  =  13m. 

Total  $66. 75m. 


New  CIT  of  26% 

Taxable  Income** 

CIT  payable  .  federal  @  30% 

.  Ontario  @  13% 


Total 


$138m. 

41 . 4m. 
35. 9m. 


$  77.3m. 


Difference  of  Refinancing  $  10.5m. 

*  maximum  cost  assuming  all  employees  had  family  coverage. 

**Taxable  incoem  increases  by  $13  million  because  OHIP  cost 
to  employer  (a  deduction)  no  longer  exists. 


Major  Shifts  in  Tax  Burden 

.  profitable  firms  face  large  tax  increases,  while  firms 
with  no  taxable  income  experience  a  reduced  tax  burden  - 
they  pay  no  CIT  and  will  no  longer  be  paying  OHIP  premiums. 
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.  the  more  successful  the  firm,  the  higher  the  tax  increase  - 
which  will  penalize  investment  and  endanger  our  competitive 
position , 

.  public  sector  contributions  to  OHIP  would  have  to  be 
absorbed  by  corporations. 


PAYROLL  TAX 

.  an  alternative  is  to  replace  OHIP  premiums  with  a  payroll 
tax. 

-  it  is  estimated  that,  for  1978-79,  a  payroll  tax  in  the 
order  of  2%  would  be  needed  to  generate  approximately 
the  same  revenue  as  OHIP  premiums. 

.  sharing  this  rate  between  employees  and  employers  would 
lessen  the  economic  shifts. 


Distribution  of  Effective 

Contributions,  1978-79 _  TABLE  1 5 


Premiums 
( $million) 


Equally  Shared 
Payroll  Tax  of  2% 
($  million) 


502  Employees  496 

425  Employers  312 

48  Government  184 

975  992 


.  the  tax  base  of  wages  and  salaries  does  not  include  the 
earnings  of  self-employeds ,  about  5%  of  all  earnings. 

As  a  result,  serious  equity  limitations  arise.  These 
incomes  could  be  included,  but  the  system  becomes  complex, 
with  an  extensive  bureaucracy  needed  to  police  the  system. 


Major  Shift  in  Tax  Burdens 

.  non-subsidizing  employers  become  obligated  to  pay. 

.  labour-intensive  industries  are  liable  for  increased  taxes 
depending  upon  their  wage  bill  and  previous  level  of  subsidia- 


tion . 


. 
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.  high  income  people  pay  more. 

.  individuals  previously  receiving  employer  subsidization 
face  the  largest  increases. 

.  biased  in  favour  of  non-employment  sources  of  income. 

.  families  where  both  spouses  work  pay  on  both  incomes. 

.  the  revenue  position  of  the  federal  government  deteriorates 
substantially,  with  CIT  deductibility  of  the  employer 
share  and  no  PIT  payable  on  that  portion. 


Impact  of  a  Payroll  Tax  on  Single  Person 


TABLE  16 


Premiums  @  $228 


Earned 

Gross 

Income 

Pay 

Direct 

100  Per  cent 

Employer 

Subsidized* 

1%  Payroll 
on  Emplo 

($) 

($) 

($) 

($) 

5,000 

0 

0 

50 

8,000 

228 

62 

80 

10,000 

228 

62 

100 

15,000 

228 

76 

150 

18,000 

228 

82 

180 

20,000 

228 

92 

200 

25,000 

228 

105 

250 

30,000 

228 

105 

300 

50,000 

228 

118 

500 

* 


This  column  shows  the  total  PIT  taxability  of  the 
employer  subsidy. 
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APPENDIX  1 


COMMENTS  OF  THE  ONTARIO  COMMITTEE  ON  TAXATION 


CONSIDERATIONS  AFFECTING  THE  CHOICE  OF  APPROPRIATE 
REVENUE  SOURCES  FOR  HOSPITAL  AND  MEDICAL  CARE 

63.  We  have  described  the  major  components  of  the  hospital  and  health  ser¬ 
vices  in  Ontario  and  have  assessed  the  methods  currently  used  for  allocating  to 
these  services  funds  obtained  from  the  three  levels  of  government,  from  premium 
payments  and,  for  workmen’s  compensation,  from  payroll  assessments.  The  latter 
plan,  as  we  have  observed,  is  self-contained,  the  costs  of  the  assessments  on 
employers’  payrolls  being  largely  transferred  to  the  consuming  public.  Accordingly, 
we  exclude  the  Workmen’s  Compensation  Plan  from  the  following  appraisal  of  the 
appropriateness  of  the  proportional  contributions  to  the  costs  of  hospital  and 
medical  care  made  by  individuals  and  governments. 

64.  Involved  in  this  analysis  are  the  two  major  plans  now  in  force  for  the  resi¬ 
dents  of  the  province:  the  Ontario  Hospital  Care  Insurance  Plan  and  the  Ontario 
Medical  Services  Insurance  Plan.  At  present,  these  two  plans  exist  side  by  side,  with 
different  formulas  for  financing  the  services  that  each  provides.  However,  under¬ 
lying  both  plans  is  a  common  social  philosophy,  namely,  that  no  one,  regardless 
of  his  financial  means,  shall  be  deprived  of  access  to  the  health  care  and  medical 
facilities  that  are  appropriate  to  his  needs.  Both  plans  also  have  in  common  the 
realization  that,  on  purely  practical  grounds,  a  productive  community  must  also 
be  a  healthy  community,  and  that  it  is  in  society’s  own  interest  to  reduce  to  a 
minimum  “human  depreciation”  through  injury  and  illness. 

65.  Both  the  hospital  and  medical  plans  assume  that  the  means  of  achieving 
these  social  and  practical  objectives  lies  in  the  adoption  of  comprehensive  insurance 
schemes.  Underlying  any  scheme  of  insurance  is  the  acceptance  of  the  value  of 
pooling  financial  resources  to  meet  the  common  and  high-cost  risks  of  illness,  and 
the  implicit  willingness  of  individuals  to  accept  responsibility,  as  an  obligation  to 
society,  for  the  maintenance  of  their  neighbours’  health  as  well  as  their  own.  But 
adoption  of  the  principle  of  insurance  as  the  means  of  implementing  the  foregoing 
objectives  still  leaves  unsettled  the  important  questions:  Who  pays  for  the  plan? 
Should  all  participants  contribute  equally? 

66.  Under  private  medical  insurance  schemes  the  answers  to  both  questions 
are  clear  and  uncomplicated:  only  the  participants  pay  and,  unless  they  wish  to 
receive  additional  benefits,  their  contributions  are  usually  equal.  The  application 
of  an  unadulterated  principle  of  benefits  received  as  the  basis  for  establishing 
insurance  premiums  proved  particularly  unsatisfactory  in  meeting  the  health  needs 
of  the  community.  In  the  first  place,  it  excluded  many  persons  who  were  unable 
to  participate  in  insurance  plans  because  they  could  not  afford  to  pay  the  premiums. 
Second,  even  for  many  who  could  afford  to  participate,  the  accelerating  costs  of 
hospital  and  medical  care  forced  constant  upward  revisions  in  premiums,  which 


' 
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threatened  to  overreach  the  budgets  of  middle-income  groups.  When  to  this  factor 
of  spiralling  costs  is  added  the  increasing  social  awareness  of  the  humanitarian 
and  practical  importance  of  meeting  at  least  the  minimal  health  service  require¬ 
ments  of  all  members  of  the  community,  the  need  for  the  eventual  involvement  of 
government  becomes  apparent. 

67.  Once  government  elects  to  become  a  partner  in,  if  not  a  promoter  of, 
insurance  plans  that  are  intended  to  cover  the  entire  population,  it  becomes  much 
more  difficult  to  answer  the  basic  questions  posed  above.  Who  pays  and  in  what 
proportion?  It  is  clear  that  the  answers  to  these  questions  rest  in  certain  basic 
social  policy  decisions  that  we  have  previously  mentioned  but  whose  wisdom  we 
are  not  called  upon  to  judge.  However,  as  a  Committee  concerned  with  taxation, 
we  are  required  to  consider  the  implications  of  the  practical  means  chosen  by 
government  to  meet  the  high  costs  of  hospital  and  medical  services  through  compre¬ 
hensive  insurance  plans  designed  and  administered  by  the  Province  of  Ontario. 

68.  We  direct  attention,  first,  to  the  Ontario  hospital  care  insurance  plan.  Table 
38:3  shows  contributions  made  in  1965  by  premiums  paid  for  insured  persons 
and  by  the  federal,  provincial  and  municipal  governments  to  hospitals  offering 
insured  services  under  the  Plan.  It  will  be  observed  that  the  revenue  from  premi¬ 
ums  for  that  year  was  approximately  one-third  of  the  total  contributions  for 
operating  expenditures  and  that  the  federal  and  provincial  governments  contributed 
almost  all  of  the  remainder. 

Table  38:3 

PREMIUM  AND  GOVERNMENT  SOURCES  OF  CAPITAL  AND  OPERATING  FUNDS 
FOR  HOSPITALS  IN  ONTARIO  OFFERING  INSURED  SERVICES,*  1965 


Capital  Operating  Totals 

Amount  Amount  Amount 

(millions)  Percentage  (millions)  Percentage  (millions)  Percentage 


Premium  payments  . 

— 

- - 

$153 

33.5 

$153 

29.9 

Federal  govemmentt  . 

.  $7 

13.0 

167 

36.6 

174 

34.1 

Provincial  governmentt.. 

31 

57.4 

135 

29.5 

166 

32.5 

Municipal  governments.. 

16 

29.6 

2 

.4 

18 

3.5 

$54 

100.0 

$457 

100.0 

$511 

100.0 

Source:  Ontario,  Public  Accounts  1966,  Ontario  Hospital  Service  Commission  records;  Ontario 
Municipal  Board,  Annual  Report,  1965. 

•Includes  mental  hospitals  and  tuberculosis  sanatoria  which  offer  insured  services  but  are  not 
eligible  for  federal  operating  grants. 

tFigures  are  for  the  year  ended  March  31,  1966,  the  nearest  fiscal  year  to  1965. 


69.  Since  government  grants  are  paid  out  of  general  funds  derived  from  taxa¬ 
tion  it  is,  of  course,  impossible  to  identify  the  specific  revenue  sources  used  for 
the  purpose  of  supporting  hospitals.  In  short,  this  significant  portion  of  financial 
support  is  as  broadly  based  as  the  group  of  taxes  used  for  general  governmental 
purposes.  The  individual  taxpayer  makes  his  contribution  to  general  governmental 
revenues  by  meeting  the  varied  levies  imposed  by  all  levels  of  government.  Thus, 


' 
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he  is  in  no  position  to  determine  his  precise  contribution  to  the  costs  of  providing 
hospital  services  and  he  is,  for  the  same  reason,  unable  to  relate  the  benefits  he 
receives  to  the  payments  he  makes  indirectly  to  meet  the  costs  of  providing  hospital 
services.  To  ascertain  the  burden  on  the  individual  taxpayer  imposed  by  the 
hospital  services  plan,  it  would  be  necessary  to  explore  the  incidence  of  all  taxes 
that  go  to  make  up  the  “mix”  of  revenue  sources  for  general  purposes  of  the  three 
levels  of  government.  From  the  analysis  of  the  incidence  of  taxation  made  in 
Chapter  5  weighted  for  the  proportions  of  the  cost  met  by  each  level  of  govern¬ 
ment  and  by  premiums,  we  conclude  that  the  levies  of  significance  in  the  financing 
of  hospital  services  in  1961  were  together  mildly  progressive  for  income  classes 
above  $2,000  and  regressive  for  the  under  $2,000  income  class.  Using  the  same 
pattern  of  incidence  for  1965,  66  per  cent  of  the  operating  costs  for  hospital  ser¬ 
vices  less  charitable  contributions  and  revenue  from  direct  patient  charges  was 
met  from  general  public  revenues  raised  from  levies  that  collectively  were  pro¬ 
gressive  for  all  but  the  lowest  income  class,  and  that  therefore  had  some  regard 
for  the  principle  of  ability  to  pay. 

70.  During  1965  premium  rates  were  raised  substantially,  with  the  result  that 
the  premium  component  of  the  revenues  used  to  support  hospital  services  for  the 
year  was  roughly  34  per  cent  of  the  total  revenues  used  to  meet  operating  costs 
included  in  the  hospital  plan.  We  believe  there  is  justification  for  maintaining 
premiums  as  an  important  element  in  the  financing  of  hospital  services.  The  merit 
of  premium  payments  is  that,  being  direct  and  known  charges  to  individuals,  they 
provide  a  means  of  relating  payments  to  the  benefits  received.  However,  a  full 
application  of  the  “benefits  received”  principle  would  mean  financing  the  entire 
cost  of  the  hospital  plan  through  premiums.  Under  these  circumstances,  premiums 
might  rise  from  the  present  level  of  $3.25  per  month  for  single  persons  and  $6.50 
per  month  for  families  to  approximately  $10.00  and  $20.00  per  month  respec¬ 
tively.  Obviously,  a  large  proportion  of  Ontario  residents  would  find  it  too  ex¬ 
pensive  to  participate  in  such  a  plan  and,  more  important,  those  most  in  need  of 
the  scheme  would  be  deprived  of  its  benefits. 

71.  We  conclude,  therefore,  that  the  hospital  care  insurance  plan  has  been 
designed  not  only  to  provide  a  service  for  those  who  can  afford  it  but  also  to  meet 
a  broader  social  objective,  the  maintenance  of  a  healthy  population  regardless  of 
the  financial  means  of  each  participant.  This  being  so,  we  see  no  alternative  to 
the  present  pattern  of  financing  partly  through  general  public  revenues  and  partly 
through  premiums.  Determining  the  appropriate  proportions  to  be  borne  by  the 
public  purse  and  by  the  private  purse  becomes  a  matter  of  judgment.  In  our 
view  the  existing  pattern  of  financing  appears  to  be  a  reasonable  blend  that  recog¬ 
nizes  not  only  the  principles  of  ability  to  pay  and  benefits  received  but  also  the 
broader  social  objectives  to  which  the  Province  of  Ontario  is  committed.  We 
therefore  recommend  that: 

Premium  rates  for  the  Hospital  Care  Insurance  Plan  he  38:8 
maintained  at  a  level  to  yield  roughly  one-third  of  the  total 
financial  resources  required  to  meet  operating  costs. 
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72.  The  foregoing  recommendation  to  preserve  roughly  the  same  proportional 
contribution  from  premium  payments  and  general  public  funds  is  not  inconsistent 
with  two  changes  in  the  premium  structure  we  now  wish  to  recommend.  "Both 
proposals  derive  from  our  examination  of  the  other  major  insurance  plan,  the 
Ontario  Medical  Services  Insurance  Plan.  This  plan  has  a  three-step  premium 
rate  structure  (single  person,  family  of  two,  and  family  of  three  or  more).  The 
hospital  plan  charges  only  two  rates  (single  person,  and  families),  except  for  the 
R.C.M.P.  and  Armed  Forces  personnel  who,  while  not  personally  insurable  under 
the  plan,  are  charged  one  rate  for  covering  one  dependant  and  another  for  covering 
two  or  more  dependants.  Had  even  an  extra  $1.00  per  month  been  charged  each 
family  of  three  or  more  in  1964,  an  additional  sum  of  $12  million  would  have 
been  obtained.  Admitting  the  administrative  convenience  of  a  two-stepped  struc¬ 
ture,  improved  data  processing  should  make  possible  a  move  to  a  three-stepped 
structure,  comparable  to  that  of  the  medical  plan.  Such  a  change  would  begin  the 
process  of  harmonizing  the  two  plans  and  would  come  closer  to  meeting  the  objec¬ 
tive  of  relating  premium  payments  more  closely  to  the  benefits  received  from  the 
plan.  We  therefore  recommend  that: 

Consideration  be  given  to  replacing  the  present  tico-tier  38:9 
premium  structure  of  the  Ontario  Hospital  Care  Insur¬ 
ance  Plan  with  a  three-tier  structure  comparable  to  that  of 
the  Ontario  Medical  Services  Insurance  Plan, 

73.  The  provisions  for  premium  payments  under  OMSIP  differ  from  the 
Hospital  Care  Insurance  Plan  in  another  way,  in  that  they  adopt  a  principle  of 
subsidization.  Full  subsidization  of  insurance  premiums  for  medical  care  is  paid 
out  of  public  funds  for  those  persons  currently  in  receipt  of  benefits  under  such 
provincial  enactments  as  The  Blind  Persons’  Allowance  Act  and  The  Disabled 
Persons’  Allowance  Act.  In  addition,  insurance  is  provided  under  OMSIP  without 
cost  to  persons  who  had  insufficient  income  in  the  preceding  year  to  be  liable  for 
income  tax.  Only  one-half  the  monthly  premium  of  $5  is  charged  for  medical 
insurance  coverage  for  single  persons  with  taxable  incomes  of  $500  or  less;  only 
one-half  of  the  monthly  premium  of  $10  is  charged  families  of  two  persons  that 
have  total  taxable  incomes  of  $1,000  or  less;  and  only  40  per  cent  of  the  monthly 
premium  of  $12.50  is  charged  families  of  three  or  more  whose  taxable  incomes 
amount  to  $1,300  or  less. 

74.  Our  analysis  of  the  burden  of  various  levies  on  individuals  and  families 
in  different  income  categories  suggests  that  a  direct  charge,  such  as  the  hospital 
insurance  premium,  is  regressive — that  is  to  say,  constitutes  a  proportionately 
heavier  burden  for  those  in  the  lowest  income  groups.  We  are  disposed  to  believe 
that  the  introduction  of  a  scheme  similar  to  that  used  by  OMSIP  for  subsidizing 
the  premiums  of  low-income  categories  in  the  hospital  insurance  scheme  is  war¬ 
ranted.  It  would  be  a  practicable  method  of  giving  full  recognition  to  the  broader 
social  objectives  of  the  Plan.  At  the  same  time,  it  would  temper  the  stress  on  the 
benefits-received  principle  which  would  be  accentuated  by  our  previous  recom- 
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mendation  to  move  to  a  three-tier  premium  rate  structure.  We  therefore 
mend  that: 

When  future  changes  in  premium,  levels  become  necessary , 
consideration  be  given  to  incorporating  into  the  Hospital 
Care  Insurance  Plan  a  scheme  of  subsidised  premiums  com¬ 
parable  to  that  in  the  Ontario  Medical  Services  Insurance 
Plan. 


recom- 
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APPENDIX  2  Financing  of  Health  Costs  in  Other 

Canadian  Jurisdictions 

All  of  the  other  provinces  aside  from  Alberta, 
British  Columbia,  and  Quebec  finance  their  health 
costs  solely  from  federal  transfers  and  their  own 
general  revenues.  As  part  of  their  financing,  Alberta 
and  British  Columbia  levy  premiums  ,  while 
Quebec  imposes  a  payroll  tax  on  employers.  Like 
Ontario,  British  Columbia  and  Alberta  have  each  taken 
measures  to  relieve  the  burden  of  premiums  on  low  income 
persons  by  providing  them  with  subsidies.  The  follow¬ 
ing  table  shows  the  existing  premium  structures  in 
Alberta  and  British  Columbia. 


Health  Premiums  in  Other  Canadian 

Jurisdictions  TABLE  17 


Alberta's  Premium  Rate  Structure 


Full 

Premium 

Partial 

Subsidy 

Full  Subsidy 

Taxable 

Income 

Premium 

Rate 

Taxable 

Income 

Premium 

Rate 

Taxable 

Income 

Premium 

Rate 

($) 

($) 

($) 

($) 

($) 

($) 

Single 

over 

3,000 

91.80 

2,000- 

3,000 

46.80 

0  - 
2,000 

Nil 

Family 

over 

4,000 

183.60 

3,000- 

4,000 

93.60 

0  - 
3,000 

Nil 

British  Columbia's  Rate  Structure 

Full  Premium  Partial  Subsidy  if  no 

Income  Tax  Paid 


Premium  Premium 

Rate  Rate 

Single  90.00  9.00 

Two  Persons  180.00  18.00 

Family  of 

3  or  more  225.00  22.50 
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It  is  interesting  to  note  that  Alberta  increased  its 
premiums  in  1976,  1977  and  1978  by  11.3  per  cent,  10.2  per 
cent,  and  8.5  per  cent.  It  appears,  therefore,  that  Alberta 
will  be  applying  some  form  of  indexing  to  its  health  premiums 
in  the  future.  British  Columbia  has  not  changed  its  premium 
rates  since  1976. 

Quebec  levies  a  payroll  tax  to  finance  its  health  costs. 
This  tax  was  formerly  levied  on  employed  and  self-employed 
persons,  in  the  form  of  a  ceilinged  surtax  on  income,  and  on 
employers,  by  means  of  a  flat  charge  on  their  wage  bill.  In 
its  April  18,  1978  budget,  the  Quebec  Government  abolished 
the  surtax  on  individuals,  incorporating  it  instead  into  the 
personal  income  tax  rate  structure.  It  retained,  however, 
the  payroll  tax  on  employers  which  is  1.5  per  cent  of  their 
wage  bill. 
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APPENDIX  3  Financing  of  Health  Cost?  in 

Jurisdictions  Outside  Canada 

United  States 

There  is  no  comprehensive  health  care  pro¬ 
gram  in  the  United  States,  except  for  caie  pertaining 
to  the  elderly  and  to  individuals  on  low  income.  The 
elderly  are  provided  with  coverage  for  hospital  care 
under  the  U.S.  "medicare"  program.  Subject  to  a  deductible 
of  $144  a  year-  they  are  covered  for  80  per  cent  of 
hospital  expenses.  They  may  also  participate  in  a  supple¬ 
mentary  medical  insurance  plan  on  a  voluntary  basis,  to 
cover  the  costs  of  physicians'  services  and  other  out¬ 
patient  care.  Individuals  with  such  insurance  are  covered 
for  80  per  cent  of  medical  costs,  with  a  $60  deductible 
a  year.  Low  income  individuals  receive  coverage  for 
health  care  under  the  medicaid  program. 

Financing 

.  the  medicare  program  is  financed  by  a  payroll  tax  of  one 
per  cent,  payable  each  by  the  employee  and  the  employer, 
on  incomes  up  to  $17,700  in  1978. 

.  the  supplementary  optional  medical  insurance  plan  is 
financed  by  contributions  from  beneficiaries,  which  are 
matched  by  the  federal  government.  Effective  July  1, 
1978,  these  contributions  are  $8.20  per  month. 

.  the  medicaid  program  is  financed  by  federal  and  state 


revenues . 
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United  Kingdom 

The  United  Kingdom  does  have  a  very  comprehensive 
system  of  health  care  protection  for  its  residents.  Under 
its  system,  known  as  the  National  Health  Service  (NHS) 
residents  receive  medical  and  hospital  services  free  of  direct 
charge.  For  a  nominal  charge,  they  also  receive  dental 
and  ophthalmic  services  as  well  as  prescription  drugs. 

Financing 

.  General  revenues  (87  per  cent) . 

.  A  portion  of  social  security  contributions  paid  by  employers 
and  employees  on  incomes  up  to  a  specified  ceiling  (10  per 
cent) . 

.  Nominal  charges  for  dental  and  ophthalmic  services  and 
prescription  drugs  (3  per  cent). 


. 
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Sweden 

The  health  care  system  in  Sweden  is  very  comprehen¬ 
sive  providing  a  wide  range  of  services  for  all  residents. 
Subject  to  a  user  charge  which  varies  according  to  type 
of  service,  individuals  receive  insurance  coverage  for 
medical,  hospital  and  dental  services,  drugs  and  paramedic 
treatment,  among  others.  A  sickness  benefit  of  about  90 
per  cent  of  income  up  to  some  ceiling  is  also  provided. 


Financing 


.  Government  revenues  (25  per  cent) 


Employers'  Contributions  as  per  cent  of  payroll 


Self-employed  contributions 


(75  per  cent) 


User  Charges 

.  Payable  directly  to  person  providing  the  service. 

.  SKr.  15  for  each  visit  to  a  doctor  (about  $3.70). 

.  One-half  of  cost  of  dental  treatment  up  to  SKr.  1,000 
(about  $246),  plus  25  per  cent  of  any  costs  above  that. 

.  SKr.  20  per  day,  in  hospital  (about  $4.90). 
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West  Germany 

The  health  care  system,  although  established  by 
statute  and  subject  to  government  regulation  and  super¬ 
vision,  is  administered  by  over  1,500  separate  sickness 
insurance  funds  for  different  categories  of  employee 

groups.  These  groups  may  be  organized  according  to  type 
of  work,  location  etc.,  and  provide  coverage  for  a  wide 
range  of  health  services  including  medical  services, 
hospital  services,  dental  care,  sick  pay  and  prescription 
drugs  (subject  to  a  nominal  fee  )  •  Coverage  is  mandatory  for 
all  manual  workers,  as  well  as  for  self-employed  and 
salaried  workers  earning  less  than  a  specified  amount. 

It  is  voluntary  for  other  workers.  About  90  per  cent  of 
the  population  are  covered  under  the  compulsory  health 
scheme . 

Financing 

.  Employer/employee  contributions  determined  by  each  fund 
(within  prescribed  upper  and  lower  limits)  as  a  percentage 
of  earnings  subject  to  various  ceilings. 
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